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Public sector organizations are
under constant pressure to develop
better reporting. Integrated
Reporting principles provide a
potential solution that can be
readily adapted to their broader
goals. A wider range of stakeholders
with varied expectations have an
interest in the performance of public
sector organizations. An Integrated
Reporting approach can help to
address these factors.

A business approach to public sector reporting

There is a growing social and regulatory drive for public
sector organizations to provide performance reporting
that can be used to assess the delivery of organizations’
strategies. This pressure comes not only from
government in its oversight capacity but from all
interested key stakeholders.

Integrated Reporting introduces a business approach to
reporting in the public sector that fully embraces stakeholder
inclusivity and the critical need for financial, economic,
environmental, social and governance sustainability.

A public sector organization's value lies in its ability to

meet its service delivery and governance objectives in

the short, medium and long-term, just as a private sector
organization looks for sustainable, profitable growth.
Stakeholders seek a change in management or ultimately a
new political solution if inappropriate strategies are targeted
or poor performance results, just as capital markets choose
to divest in listed companies.

In South Africa the positive response by a number of State
Owned Entities to Integrated Reporting under the King
Code of Governance Principles is encouraging and reflects
a good fit for Integrated Reporting in these organizations.
The alignment of Integrated Reporting to Performance
Information initiatives, as contemplated under the South
African National Treasury reporting requirements, points to
Integrated Reporting as the direction for future public
sector reporting.

Below we explore some of the observations arising from
the practical application of Integrated Reporting elements to
public sector organizations.

Organizations need to engage with their
key stakeholder groups effectively.
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Stakeholder engagement and material issues
Relationships and interactions with key stakeholders are at
the heart of every public sector organization. Typical major
stakeholders include:

Government Regulators

Financiers, banks & rating
agencies

Direct & Indirect customers

Suppliers, business partners &
PPPs

Public & communities

NGOs, forums, media &
interest groups

Employee & trade unions

Public sector organizations need to engage with their key
stakeholder groups effectively, and to understand the
needs and concerns, and trends and developments in these
groups in order to respond pro-actively in their strategies.
Experience shows that stakeholders have varied and often
conflicting needs and concerns. Focused and innovative
management is required to deal with this challenge.

The benefit of an Integrated Report is the opportunity

it provides to explain how competing objectives have

been balanced.

When confronted with a list of stakeholder needs, it is
important to stay focussed. Proportionality is key. The
amount of weight attached to each stakeholder’s needs will
depend on both the organization'’s priorities (which should be
clearly explained in its business model) and the impact that
these stakeholders have on the organization itself.

Ultimately, stakeholder engagement can help the
organization identify material issues — risks and
opportunities — that it should respond to and address.

Example - risks & opportunities

Inability to meet customer New technologies present
demand through unexpected opportunities to rapidly install
growth & urbanization trends capacity

Loss of public confidence
through service delivery
shortcomings

Increased population densities
enhance viability of new
projects and technologies

An Integrated Report provides a platform for the organization
to contextualize its risks and opportunities against the current
trends and constraints that it faces.

Strategy

The description of strategy will need to address and
reflect the conflicting needs and expectations of
different stakeholders and other constraints that the
organization faces.

For example, most organizations need to meet pressing
service delivery expectations in the short-term whilst
developing and investing in new technologies and
infrastructure to meet their medium to long-term objectives
in a financially, economically and socially sustainable manner.

Example - balanced strategy for a public sector utility
Many public sector organizations need to show how

Meet pressing short-term electricity demand using
sub-optimal technologies in terms of carbon efficiency;
Address carbon-efficient technologies through medium to
long-term capital projects.

their strategy aligns with national priorities and how they
work collaboratively with other organizations to achieve
common goals.
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The benefit of an Integrated Report is the
opportunity it provides to explain how
competing objectives have been balanced.

Performance measures

In our Better Corporate Responsibility Reporting article we
have highlighted the three different types of performance
indicator (risk, performance, reward) that should be
addressed by businesses. The same indicators are relevant
in the public sector, however ‘reward” measures will often
be expressed in terms of operational targets rather than
financial targets (though some financial measures will
remain relevant to the funding stakeholder). In order to
provide a clearer perspective on the strategy, performance
indicators and associated targets in the short, medium and
long-term need to be set out clearly.

Performance targets need to be put in context, showing
which parts of strategy execution they relate to and
distinguishing between lead (input) and lag (output
indicators).

Example - performance targets in context

Capital projects capacity
expansion program

Pro-active maintenance
program

Capital expenditure spend &
project completion on time
statistics (lead)

% on-time maintenance
inspections and overhauls
(lead indicator)

Capacity installed to volume
demand projections (lag)

Number of breakdowns
> 5 hours down time (lag)

What was originally seen as
a private sector initiative has
clear relevance and application
to public sector organizations.

Governance and remuneration

Stakeholders are growing increasingly demanding over

the quality of governance, transparency and accountability
from public sector organizations. Integrated reporting
provides insight into how the organization is governed and,
importantly, what informed the decision-making process and
how management are held accountable for performance.

Where next?

What was originally seen as a private sector initiative has
clear relevance and application to public sector organizations.
The principles of Integrated Reporting have been readily
adapted to the ‘managing for outcomes’ approach to
demonstrate accountability for service delivery by a number
of South African organizations.

We look forward to seeing this approach spread in South
Africa and the Rest of the World.
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